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The Internal Revenue Service released prelim
inary results from a major research project
assessing compliance with the tax laws. The
study reveals that most American taxpayers
pay their taxes timely and accurately, but there
is still a significant tax gap.
According to the IRS, the prelimi
nary findings show the gross tax gap—
the difference between what taxpayers
should pay and what they actually pay
on a timely basis—is more than $300
billion per year. The tax gap increased
slightly to between $312 billion and $353 bil
lion in tax year 2001, according to the IRS.
This compares to a previous tax gap estimate
for 2001 of $311 billion, based on earlier stud
ies.
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income taxpayers and corporations, focusing
more attention on abusive shelters and launch
ing more criminal investigations,” Everson
said. He noted that the IRS announced in Mar.
that it had collected $3.2 billion in the settle
ment initiative for one particularly abusive tax
shelter.
The initial tax gap findings come
from a three-year study called the
National Research Program (NRP),
which audited 46,000 individual
income tax returns for 2001. The pre
liminary results determined a range for the tax
gap, which will be refined into final, more
detailed estimates by the end of the year. It is
unlikely but possible that the final estimates of
the total tax gap will fall outside the estab
lished range.

New Enforcement Efforts

The IRS said that enforcement activities, cou
pled with late payments, recover about $55
billion of the tax gap, leaving a net tax gap of
between $257 billion and $298 billion.
“Even after IRS enforcement efforts and
late payments, the government is being short
changed by over a quarter-trillion dollars by
those who pay less than their fair share,” IRS
Commissioner Mark W. Everson said. “People
who aren’t paying their taxes shift the burden
to the rest of us.”
Since 2001, the year covered by the
study, the agency said it has taken a number of
steps to bolster enforcement. For example,
according to the IRS:
• It increased enforcement revenues by
nearly 28%, from $33.8 billion in 2001 to
$43.1 billion in 2004.
• Audits of high-income taxpayers—those
earning $100,000 or more—topped
195,000 in fiscal year 2004, more than dou
ble those conducted in 2001.
• Total audits of all taxpayers topped 1 mil
lion last year—a 37% jump from 2001.
“We are ramping up our audits on high-

Three Tax Gap Components

The tax gap has three components, according
to the IRS:
• Underreporting of income.
• Underpayment of taxes.
• Failure to file returns.
The new study shows modest deteriora
tion in tax compliance among individual tax
payers since the last study was conducted in
1988, the IRS said. Preliminary findings
include:
• Underreporting noncompliance is the
largest component of the tax gap.
Preliminary estimates show underreporting
accounts for more than 80% of the total tax
gap, with non-filing and underpayment at
about 10% each.
• Individual income tax is the single largest
source of the annual tax gap, accounting
for about two-thirds of the total.
• For individual underreporting, more than
80% comes from understated income, not
overstated deductions.
• Most of the understated income comes
continued on page A2
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continued from page A1—Tax Gap
from business activities, not wages or investment income.
• Compliance rates are highest when there is third-party reporting
or withholding. Preliminary findings show less than 1.5% of
wages and salaries are misreported.
The NRP study includes updated research only on individuals,
not corporations.
New Funding

The agency said that President Bush has called for a nearly 8% hike
for enforcement activities in the administration’s 2006 IRS budget
request. The additional funding will increase audits of corporations
and high-income individuals as well as expand collection and crim

Succession Planning Webcasts
AICPA research has revealed that succes
sion planning is a major consideration for
many firms. PCPS recently conducted a
study of nearly 500 CPA firms to under
stand how they were handling this chal
lenge. The results confirmed that given the
number of baby-boomer CPAs who will
retire in the next 10 years, the shortage of
management staff and the likely buyers’
market that will evolve, it is critical that
practitioners begin succession planning
now in order to secure their firms’ future.
PCPS, the AICPA Community for
Firms, is creating a collection of succession
planning products and resources, including a
book, Securing the Future, Building a
Succession Plan for Your Firm, a CPE course
and other resources. The first offering will be
two live Webcasts with panels of experts to
guide CPAs through the hurdles practitioners
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inal investigation efforts, according to the Service.
The next stage of the NRP will be to finish the data analysis
and refine the tax gap data in late 2005, the IRS said. It will also use
the data to update its statistical tools used to select individual
returns for audit, an important step in strengthening compliance
with the tax system.
The IRS also plans to update estimates for other areas of the
tax gap. The first part of this process will study reporting compfi
ance of flow-through entities (S-corporations and partnerships),
according to the agency.
www.irs.gov

will most likely face. The discussions will
include advice specifically tailored to small
to mid-sized firms. The Webcasts are:
• Positioning Your Firm for Successful
Transition (No. WBC05001ICPA05,
$79; recommended CPE credit: 2),
which will take place on May 25 from
1-3 p.m. ET. The expert panel will
include AICPA Vice President-Small
Firm Interests Jim Metzler, consultants
Bill Reeb and Joel Sinkin and moderator
John Hudson. It will cover an overview
of the market; organizational models;
critical transition processes and proce
dures; and a look at essential partner
agreement issues, among other topics.
• Strategies to Facilitate Transition
and Increase Firm Value (No.
WBC05002ICPA05, $79; recommended
CPE credit: 2), which will take place on
June 20 from 1-3 p.m. ET. The expert

Proposed Interpretation 10145 Under Rule 101,

Independence
The Professional Ethics Executive Committee has issued an expo
sure draft that proposes a new ethics interpretation under Rule
101-Independence (AICPA, Professional Standards, vol. 2, ET sec.
101.01), which would define financial interest, direct financial
interest and indirect financial interest as used in ethics interpretation
101-1, as well as provide guidance to members on determining
whether financial interests should be considered direct or indirect
financial interests.
The committee has included illustrative examples of some
financial interests in the interpretation to assist members in deter
mining whether the financial interests would be considered direct or
indirect financial interests. The committee believes that members
also will be able to use the underlying concepts in these examples
to help them determine whether other types of financial interests
would be considered direct or indirect financial interests.

panel will be Jim Metzler, consultants
August Aquila, Bill Reeb and Jennifer
Wilson, and moderator John Hudson.
Topics include the benefits of establishing
standard operating procedures; how to
implement firm accountability; the costs
of the “reversed pyramid”; compensation
problems; employee motivations; and
critical business development systems.
PCPS members can participate in each
Webcast at no cost by registering through email to pcps@aicpa.org. PCPS member
who wish to receive CPE credit will be
charged a $29 fee per Webcast. Log onto
www.pcps.org to retrieve the discount
information and purchasing instructions.
The Webcasts will be available on CDROM approximately 45 days after broad
cast. Each Webcast CD-ROM is $59.

www.cpa2biz.com/webcasts

The new interpretation also proposes three exceptions.
• A covered member’s ownership of 5% or less of a diversified
mutual fund would not be considered to result in the member
owning a material indirect financial interest in any of the fund’s
underlying investments.
• A limited exception for financial interests received through an
unsolicited gift or inheritance, which in certain respects is more
restrictive than a similar exception promulgated by the Securities
and Exchange Commission.
• In the case of Section 529 savings plans, in limited circum
stances, certain covered members would have up to one year to
move the funds or designate a different account owner without
being considered to have impaired their independence.
This interpretation does not change the existing interpretation
and ethics rulings dealing with loans. The comment deadline is
June 17. Download the ED from:
www.aicpa.org/members/div/ethics/Ethics_Exposure_Draft_
Financial_Relationships.htm

Published for AICPA members in large firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763-2608; fax 973/763-7036; e-mail: adennis@aicpa.org
212/596-6112; egoldstein@aicpa.org
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The IRA Trust
By Seymour Goldberg, CPA, MBA, JD
Many CPAs may find that clients have
accumulated a considerable amount of
retirement assets. From a tax and estate
planning point of view, the
client may wish to provide for
a method of passing these
retirement assets to a grand
child or to grandchildren.
One way to accomplish
this result is to use “The IRA Trust.” An
IRA Trust is the name I use in my practice
for a dedicated trust that is used to receive
assets from an IRA account for the benefit
of a particular beneficiary.

the IRS trust documentation paperwork
no later than Oct. 31, 2011. If the trustee
fails to satisfy this rule, then based on the
existing IRS rules, the payout period from
the IRA to the IRA trust is 9.2 years com
mencing in the calendar year 2011 and
reduced by one for each year thereafter.
The trustee can satisfy the IRS trust
documentation requirements
by sending a copy of the trust
document to the IRA institu
tion by the Oct. 31 statute of
limitations deadline.
The difference between a
65-year payout and a 9.2-year payout can
amount to a substantial sum of money,
perhaps several million dollars if a large
IRA is involved.

taxation

Another Scenario
The IRA Trust in Action

Consider a client, Jack, age 75, who in
2005 establishes an IRA Trust for the ben
efit of Mary, his granddaughter, as the
beneficiary of his IRA. Mary is age 12 in
2005. If Jack dies in 2010 at age 80, it is
possible for the trust to receive required
minimum distributions from Jack’s IRA
for a term-certain period of 65 years. The
65-year payout period is based on Mary’s
age in the year after the year of Jack’s
death. Since Mary is age 18 in 2011, her
IRS life expectancy factor is 65 years
commencing in the calendar year 2011
and reduced by one for each year there
after.
In order for the trustee to be able to
use Mary’s life expectancy as determined
in 2011, the trustee must file certain
paperwork with the IRA institution by
Oct. 31 of the year following the IRA
owner’s year of death. Because Jack died
in 2010, the IRA institution must receive

A different set of rules apply if Jack dies
before his required beginning date.
Assume that Jack dies in 2010 at age 68.
Once again, the IRA Trust for the benefit
of Mary is the beneficiary of his IRA and
Mary is age 18 in 2011. If the IRA insti
tution receives the IRS trust documenta
tion paperwork by Oct. 31, 2011, then the
IRA Trust will receive required minimum
distributions from Jack’s IRA over a
term-certain period of 65 years (as previ
ously discussed). However, if the IRS
trust documentation requirements are not
satisfied by the Oct. 31 deadline, then a
five-year rule comes into play under the
IRS rules since Jack died before his
required beginning date. Under the fiveyear rule, the entire IRA must be distrib
uted to the IRA Trust by no later than
Dec. 31, 2015. Again, this difference can
result in a considerable loss of tax
deferred growth and adverse income tax
consequences.

Practitioners Symposium, June
6-8, Orlando, Fla. The Practitioners
Symposium is celebrating its 10th
anniversary by looking to the future.
___________
The conference will concentrate on
the latest trends and insights for the profession. Conference high
lights include a new track on succession planning, expanded
accounting and auditing and tax tracks, partner accountability,
and practical technical and managerial strategies.
AICPA National Conference on Advanced Medical and
Legal Practice Consulting, June 13-14, Tempe, Ariz. Back by

conferences

Numerous Benefits

The IRA Trust is a worthwhile vehicle and
should provide (to avoid IRS headaches)
that the required minimum distributions be
paid out each year by the IRA Trust to the
trust beneficiary. If the trust beneficiary is a
minor, then the required minimum distribu
tion should be paid to a custodian under the
Uniform Transfers to Minors Act (under the
terms of the trust).
The benefits of an IRA trust for a
grandchild are:
1. It should be creditor proof.
2. It should be bankruptcy proof and
divorce proof.
3. If the grandchild is a minor, it avoids
the jurisdiction of the probate court.
4. It provides a nest egg for a grand
child.
5. The grandchild will always remem
ber the grandparent.

Seymour Goldberg, CPA, MBA, JD, is a
senior partner in the law firm of Goldberg
& Goldberg, PC., Melville, New York. He is
Professor Emeritus of Law and Taxation at
Long Island University and a member of
the IRS Northeast Area Pension Liaison
Group. He is the author of Retirement
Distribution Practice Aids (No.
017245CPA05), a collection of forms and
letters published by the AICPA that practi
tioners can download and use to advise
their clients of their rights, choices and
obligations in the retirement distributions
area. They can be purchasedfrom:
www.cpa2biz.com

For additional information, contact the
author at:

ft info@GoldbergIRA.com

request, the 2005 AICPA National Conference on Advanced
Medical and Legal Practice Consulting will feature the latest
tools you need to succeed as a vital partner with your clients in
these lucrative practice areas. Learn how to build or enhance
medical and legal practice consulting niches; get valuable strate
gic planning tips for your clients; and discover ways to enhance
both traditional and nontraditional services to medical and legal
clients.
To learn more or to register for these conferences, visit:

www.cpa2biz.com/conferences
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Changes to Bank Secrecy Act
Mean Increased Registration and
Reporting for Many Businesses
On the Mar. Webcast of Tax Talk Today, a panel of IRS officials and
tax experts discussed the latest changes to the Bank Secrecy Act
(BSA), emphasizing the importance of registering and filing cor
rectly to comply with new anti-money laundering regulations that
affect many businesses.
The panel encouraged tax practitioners to help their business
clients meet recent changes in BSA requirements brought on by the
USA Patriot Act in a national effort to crack down on money laun
dering activities that can be used to fund terrorist activities.
“The USA Patriot Act may be even more sweeping than the
Bank Secrecy Act itself at its inception,” said Don Temple, Director
of Anti-Money Laundering Investigations, Commerce Bank.
According to the IRS and tax professionals, tax practitioners
should help their business clients pay close attention to the BSA’s
definition of a money service business (MSB) and file accordingly.
MSBs have very specific registration and reporting requirements
that help the government investigate and ultimately prosecute
money laundering activities.
An MSB is defined as any business that offers one or more of
the following services—money orders, traveler’s checks, stored
value and check cashing and currency dealing and exchanges—and
that conducts more than $1,000 in MSB with the same individual,
in one type of activity, on the same day; or provides wire or money
transfer services in any amount. A business qualifies as an MSB
even if the MSB activity itself is ancillary to the primary business.
Examples include: a travel agent selling traveler’s checks; a grocery
store offering check cashing and/or wire transfers; and a conve
nience store selling money orders.
Because MSBs must maintain a paper trail for possible future
money laundering investigations, it is critical that these businesses
keep accurate, up-to-date records for all registration and transaction
reporting as required under the latest BSA regulations, the panel
said. These records become vital if a BSA examination or a crimi
nal investigation is launched.
“MSBs need to ensure that they keep a copy of that registration
confirmation letter on file as we’re going to ask for that when we go
out to do our exams,” said Charlotte McGuffin, Bank Secrecy Act
Examiner, IRS.
“The transaction reports are very important, because law
enforcement uses them as a tool for investigations,” added Theresa
McGill, Senior Bank Secrecy Act Specialist, IRS.
MSBs are also required to have anti-money laundering compli
ance programs to ensure that requirements are being met. The
Financial Crimes Enforcement Network (FinCEN) provides guid
ance on how to create MSB compliance programs at:

www.FinCEN.gov
Panelist Neil Fishman, CPA, CFE, and Principal, Fishman
Associates, emphasized the importance of a dedicated, responsible
compfiance officer and adequate, ongoing employee training for a
successful MSB anti-money laundering (AML) compliance program.

AICPA
“The compliance officers’ main job is to ensure that the busi
ness’s AML compliance program and written policy is not just a
pretty book sitting on a shelf somewhere,” said Fishman. “He or she
needs to be knowledgeable about the regulations and ensure that all
of the program requirements are being met.”
In addition to the usual currency transaction reports, MSBs are
also required to file suspicious activity reports (SARs). Once
required only of banks and other financial institutions, SARs are a
key tool in criminal investigations and are now the responsibility of
any MSB that knows, suspects, or has reason to suspect that a trans
action or pattern of transactions is suspicious. MSBs need to be
ever vigilant and aware of customers that seem to be trying to
“operate outside the box,” counseled Fishman.
“Helping the IRS and other government agencies enforce anti
money laundering laws is a big responsibility, because it ultimately
affects the safety of every American,” said Ellen Murphy, IRS Area
Director. “We hope tax professionals will take this to heart and
encourage their clients to meet all of the new BSA reporting
requirements.”
For more information on the new tax law changes, a full tran
script of the episode—“How the Bank Secrecy Act Impacts You
and Your Clients”—can be found at:
www.taxtalktoday.tv/index.cfm?pgname=5.71&pro=59
The next Tax Talk Today Webcast, “IRS Office of Profession.
Responsibility Overview,” will be Tues., May 10, from 2-3 p.m.
EST.
Co-sponsored by the Internal Revenue Service, Tax Talk Today
is a free, live, monthly interactive Webcast aimed at educating tax
professionals on the most contemporary and complex tax issues.
The series airs monthly at www.TaxTalkToday.tv and programs are
archived on the site for one year. The live Webcast enables viewers
to ask questions via e-mail to the panelists and receive on-air
answers.
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